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SUBJECT: MEASURES TO STIMULATE WEST COAST CRUDE PRODUCTION 

REF: STATE 129825, STATE 147329 (BOTH NOTAL) 

1 . DEPARTMENT OF ENERGY (DOE) ANNOUNCED JUNE 15 NEW REGU- 
LATIONS AND ADMINISTRATIVE ACTIONS INTENDED TO INCREASE IN- 
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CENTIVES FOR PRODUCERS TO MAINTAIN PRODUCTION OF HEAVY, 

HIYH SULFUR CRUDE OIL IN CALIFORNIA. THE DOE MEASURES DO 
NOT INCLUDE PERMITTING EXPORT OF CRUDE OIL, NOR DO THEY 
INVOLVE LIMITATIONS ON IMPORTS OF INDONESIAN CRUDE INTO THE 
WEST COAST. 

2. THE ANNOUNCED MEASURES INCLUDE FURTHER ENTITLEMENT RE- 
LIEF FOR CALIFORNIA CRUDE, EXTENDING BENEFITS SIMILAR TO 
THOSE PROVIDED TO LOWER TIER OIL IN DECEMBER TO UPPER TIER 
OIL. A PROGRAM WILL ALSO BE IMPLEMENTED TO PROVIDED ECONO- 
MIC INCENTIVES FOR THE TRANSPORTATION OF CALIFORNIA OIL TO 
REFINERIES OUTSIDE THAT STATE. FINALLY, THE DEPARTMENT OF 
COMMERCE WILL ESTABLISH A POLICY THAT WILL TEMPORARILY ALLOW 
INCREASES IN THE EXPORT OF RESIDUAL FUEL OILS REFINED ON THE 
WEST COAST IN ORDER TO ALLOW REFINERS TO INCREASE THEIR 
CRUDE OIL RUNS AND THEIR OUTPUT OF GASOLINE AND OTHER LIGHT 
PRODUCTS. 

3. REGARDING POSSIBLE EXPORT OF CRUDE OIL, DOE ANNOUNCE- 
MENT STATED "ONE OPTION THAT WAS ADVOCATED BY MANY 
PRODUCERS WAS TO ALLOW THE EXPORT OF THIS CRUDE OIL TO 
JAPAN OR THE BAHAMAS. THE VOLUMES INVOLVED IN TWO APPLI- 
CATIONS SUBMITTED TO DATE COULD EVENTUALLY REACH 

22;, 000 B/D. DOE HAS REJECTED THE EXPORT OPTION PRIN- 
CIPALLY BECAUSE OF THE UNFAVORABLE PRECEDENT IT WOULD 
ESTABLISH. ONCE OIL IS EXPORTED ON A REGULAR BASIS. IT 
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WOULD BE DIFFICULT TO LATER REVERSE THAT POLICY. 

CONTINUED EXPORTS WOULD RELIEVE PRESSURE ON CALIFORNIA 
REFINERS TO WORK TOWARD THE ULTIMATE LONG-TERM SOLUTION, 
WHICH IS TO CONVERT THE CALIFORNIA REFINERIES TO PROCESS 
MORE HEAVY CRUDE OIL AND INVEST IN NECESSARY LONG-TERM 
TRANSPORTATION SYSTEMS TO MOVE ALASKAN AND OTHER WEST 
COAST OIL TO INTERIOR REGIONS OF THE U.S.” 

4. AT THE SAME TIME. DOE ANNOUNCED PROPOSED CHANGES IN 
ENTITLEMENTS PROGRAM AFFECTING IMPORT OF RESIDUAL FUEL 
OIL; THESE WILL BE SUBJECT OF PUBLIC HEARING BEFORE 
COMING INTO EFFECT. PROPOSED RULES WOULD INCREASE SUBSIDY 
FOR IMPORT OF RESID TO EAST COAST FROM PRESENT 30 PERCENT 
OF ENTITLEMENT TO FULL ENTITLEMENT VALUE, AND EXTEND THIS 
PROVISION TO IMPORTS INTO MICHIGAN, WHICH ALSO DEPENDS ON 
RESID IMPORTS. REVERSE ENTITLEMENTS PROGRAM (UNDER 
WHICH A U.S. GULF REFINER SHIPPING MORE THAN 5,000 B/D OF 
RESID TO EAST COAST MUST PAY HALF AN ENTITLEMENT) WOULD 
BE ELIMINATED. SPECIAL PROVISIONS AFFECTING THE VIRGIN 
ISLANDS WOULD BE INSTITUTED IN ORDER TO PLACE THE 
AMERADA HESS REFINERY THERE IN AN APPROXIMATELY EQUAL 
COMPETITIVE POSITION RELATIVE TO OTHER REFINERS MARKETING 
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RESID ON EAST COAST. PROPOSED CHANGES ARE DESIGNED TO 
RAISE COMPOSITE ENTITLEMENTS BENEFIT TO EAST COAST AND 
MICHIGAN TO ABOUT NATIONAL AVERAGE. COPY OF PROPOSED 
RULEMAKING BEING FORWARDED TO CARIBBEAN ADDRESSEE POSTS. 

5. HEARINGS ON THE RESID IMPORT RULES OUTLINED IN PARA 4 
ABOVE WILL BE HELD IN WASHINGTON JULY 26-27. REQUESTS 
TO SPEAK MUST BE RECEIVED BY JULY 17, AND WRITTEN COMMENTS 
BY AUGUST 25. IF APPROVED, THE PROPOSED RULEMAKING WILL 
BE EFFECTIVE FOR FUEL OIL IMPORTED IN JULY (ENTITLEMENTS 
OBLIGATIONS ARE SETTLED 60 DAYS AFTER THE END OF THE 
MONTH OF IMPORT). VANCE 
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